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MINIMUM  FINANCIM.  REQUIREMENTS 
FOR  FUTURES  COMMISSION  MERCHANTS 

AGENCY:  Commodity  Futures  Trading 
Commission. 

ACTION:  Proposed  Rulemaking. 

SUMMARY:  The  Commodity  Futures 
Trading  Commission  has  adopted  an 
amendment  to  S  1.3  (z)  of  its  regulations 
which  significantly  broadens  the  defini¬ 
tion  of  bona  fide  hedging.  That  amend¬ 
ment,  however,  would  result  in  an  unin¬ 
tentional  change  in  the  minimum 
financial  requirements  for  futures  com¬ 
mission  merchants  found  in  §  1.17  of  the 
regulations  since  §  1.17  contains  refer¬ 
ences  to  the  definition  of  bona  fide  hedg¬ 
ing.  The  Commission  is  therefore  pro¬ 
posing  an  amendment  which  would 
change  §  1.17  so  that  it  refers  only  to 
those  provisions  of  the  newly  adopjted 
bona  fide  hedging  definition  which  are 
substantially  the  same  as  those  in  the 
present  bona  fide  hedging  definition.  The 
effect  of  this  amendment  would  be  to  re¬ 
tain  the  minimum  financial  require¬ 
ments  of  §  1.17  as  they  existed  prior  to 
the  effective  date  of  the  amended  bona 
fide  hedging  definition.  • 

DATES:  Comments  on  this  proposed 
rule  change  should  be  submitted  by 
September  8,  1977.  Proposed  effective 
date:  October  1, 1977. 

ADDRESSES :  Comments  should  be  sent 
to:  Commodity  Futures  Trading  Com¬ 
mission,  2033  K  Street  NW.,  Washington. 
D.C.  20581,  Attention:  Secretariat. 

FOR  FURTHER  INFORMATION  CON¬ 
TACT: 

John  L.  Manley,  Chief  Accountant, 
Division  of  Trading  and  Markets, 
Commodity  Futures  Trading  Commis¬ 
sion,  2033  K  Street  NW,  Washington, 
D.C. 20581, 202-254-5218. 

SUPPLEMENTARY  INFORMATION: 
The  Commodity  Futures  Trading  Com¬ 
mission  (“Commission”)  has  amended 
§  1.3(2)  of  its  regulations  under  the 
Commodity  Exchange  Act,  as  amended 


RULES  AND  REGULATIONS 

(“Act”) ,  effective  October  1,  1977.  See  42 
FR  42747  (1977) .  The  amendment  would 
generally  broaden  the  scop>e  of  the  defini¬ 
tion  of  bona  fide  hedging  to  include  cm- 
rent  commercial  risk-shifting  practices 
in  the  markets  now  under  regulation. 
The  intended  effect  of  the  amendment 
is  to  increase  commercial  utilization  of 
the  futures  markets  for  the  purposes  of 
hedging  by  allowing  additional  exemp¬ 
tions  from  the  Commission’s  limits  on 
positions  and  daily  trading,  and  by  rec¬ 
ognizing  a  broader  range  of  risk -shifting 
uses  in  those  markets. 

This  broadened  definition  of  bona  fide 
hedging  would,  however,  effect  an  un¬ 
intentional  change  in  the  current  mini¬ 
mum  financial  requirements  for  futures 
commission  merchants  found  in  §  1.17  of 
the  regulations.  In  paragraphs  (c)  (6) 
and  (e)  of  §  1.17,  which  relate  to  the 
definition  of  adjusted  working  capital 
and  the  computation  of  safety  factors, 
references  are  made  to  the  definition  of 
bona  fide  hedging  contained  in  §  1.3(z). 
Since  the  Commission  did  not  intend  to 
change  the  current  minimum  financial 
requirements  when  it  expanded  the  con- 
ce^  of  bona  fide  hedging,  it  believes  that 
an  amendment  to  paragraphs  (c)  (6)  and 
(e)  of  §  1.17  is  necessary.  In  order  to 
effectuate  the  intention  of  the  Commis¬ 
sion  that  the  minimum  financial  require¬ 
ments  of  5  1.17  not  be  substantially 
affected,  it  is  necessary  that  §  1.17  be 
amended  to  insure  that,  for  purpa'^es  of 
§  1.17,  the  definition  of  bona  fide  hedging 
be  limited  to  those  transactions  that 
qualified  as  bona  fide  hedging  transac¬ 
tions  imder  §  1.3fz)  prior  to  the  amend¬ 
ment. 

The  proposed  amendments  will  have 
no  substantial  effect  on  the  present  re¬ 
quirements  of  §  1.17.  All  comments  on 
the  proposed  amendments  received  by, 
on  or  before  September  8.  1977  will  be 
considered  before  final  action  is  taken  on 
the  proposals.  The  Commission  con¬ 
siders  this  to  be  an  appropriate  period 
because  of  the  nature  of  the  proposed 
amendments.  In  order  that  there  be  no 
ambiguity  or  uncertainty  in  the  method 
by  which  futures  commission  merchants 
are  to  continue  to  comply  with  §  1.17, 
the  Commission  intends  to  adopt  the 
proposed  amendments  effective  October 
1,  1977,  to  coincide  with  the  effective 


42767 

date  of  the  revised  bona  fide  hedging 
definition. 

In  consideration  of  the  foregoing,  the 
Commission  hereby  proposes  to  amend 
17  CFR  Part  1  by  amending  §  1.17  to 
read  as  follows : 

§  1.17  Mininiuin  Financial  Rcqiiire- 
inenls— Futures  Foininii«sion  Mcr- 
cliunls. 

•  *  *  *  • 

(C>  »  •  • 

(6)  •  •  * 

(iiii  In  the  case  of  cash  commodity 
inventories  that  are  hedged  by  those 
bona  fide  hedging  positions  enumerated 
in  paragraphs  (2)  <i)  and  (ii)  of  §  1.3(z), 
the  amount  by  which  the  value  of  such 
inventories  used  by  the  applicant  or  reg¬ 
istrant  in  computing  his  working  capital, 
exceeds  95  percent  of  the  market  value 
of  such  inventories: 

(e)  •  •  *  (1)  That  such  safety  factor 
shall  not  apply  to  any  spread  or  straddle 
held  for  the  same  account  in  the  same 
commodity,  on  the  same  market,  in  the 
same  crop  year,  or  to  any  contract  rep¬ 
resenting  those  bona  fide  hedging  trans¬ 
actions  enumerated  in  paragraphs  (2) 
(i)  and  (ID  of  §  1.3(z)  (however,  such 
factor  shall  apply  to  contracts  specified 
in  paragraph  (2)  (il)(c)  of  §  1.3(z),  rep¬ 
resenting  hedges  against  unfilled  antici¬ 
pated  requirements) ;  nor  shall  it  apply 
to  any  contract  resulting  from  a 
“changer  trade”  made  in  accordance 
with  the  rules  of  a  contract  market 
which  have  been  submitted  to  and  ap¬ 
proved  by  the  Commission,  and  (2)  that 
in  the  case  of  any  intermarket  or  inter¬ 
crop  year  spread  or  straddle,  or  any 
intermarket  and  intercrop  year  spread 
or  straddle,  held  for  the  same  account 
in  the  same  commodity,  the  safety  factor 
shall  be  5  percent  of  the  market  value 
of  that  side  of  each  such  spread  or 
straddle  having  the  greater  market  value. 
•  •  •  •  • 

(7  U.S.C.  6f,  12a  (Supp.  V,  1975) .) 

Issued  in  Washington.  D.C.  on  Au¬ 
gust  19, 1977,  by  the  Commission. 

William  T.  Bagley, 
Chairman,  Commodity 
Futures  Trading  Commission. 

[FR  Doc.77-24500  Filed  8  23-77;8:45  am] 
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